Introduction to Classical Economic Liberalism

Checking for understanding

Read through these questions – can you answer them quickly?  If you can, then you understand the key concepts in this video.  If not, go back and watch it again.  Don’t forget to check your answers with the answer key (don’t peek – the whole point of this is to see if YOU understand the key ideas).

1. What is Mercantilism (how is it organized and why did it exist)?
2. What did Adam Smith say should be the role of government in the economy?

3. What does “laissez-faire” mean?

4. What does “invisible hand” mean?

5. What are the six key characteristics of a classical liberal economy?

a. How do these ideas relate to individualism? *not explicit in video
6. What are three reasons why people support classical liberal economic ideas (you were given several different reasons – pick those you think are most important)?

7. How does supply and demand answer the three basic economic questions in a capitalist economy?

8. What were the ideas of Malthus and Ricardo?

Answer Key
1. What is Mercantilism (how is it organized and why did it exist)? An economy based on the need for monarchs to increase stores of gold and silver, which can then be spent to maintain the security of the nation (and the monarch’s power).  The government controlled private business by issuing charters (monopolies) and controlling international trade to always benefit the mother country.
2. What did Adam Smith say should be the role of government in the economy? To encourage trade by creating a safe environment, protecting property and preventing monopolies.  
3. What does “laissez-faire” mean? “Leave it alone” – the expectation that the government limit their involvement in the economy to only those basic needs to encourage trade. (*see question 2)
4. What does “invisible hand” mean? The understanding that through the forces of supply and demand, the economy will run itself, without needed government intervention.  
5. What are the six key characteristics of a classical liberal economy?
· Self-reliance
· Private property
· Profit motive
· Price system
· Competition
· inequality
· How do these ideas relate to individualism *not explicit in text?  Each of these characteristics focus on the individual being in control and making a profit for themselves.  Cooperation will come because it is in your best interest, not because you value the ideas of collectivism.
6. What are three reasons why people support classical liberal economic ideas (you were given several different reasons – pick those you think are most important)?
· Incentive to produce goods in demand
· Acquire useful skills (be educated)
· Wide variety of goods and services available
· Use resources efficiently

· Competition creates better quality at lower prices

· Productivity is rewarded – you have the incentive to work harder

· Encourages self-reliance
7. How does supply and demand answer the three basic economic questions in a capitalist economy? 

· What to produce?  What is in demand.
· How to produce it? In a way that ensures the supplier can make the most profit.
· Who gets it?  The price system decides based on supply and demand for goods, services and wages.
8. What were the ideas of Malthus and Ricardo? Extreme classical liberal ideas that say there should be no assistance for the poor, as it only upsets that balance.  If someone is poor, they should find a way to get themselves out of poverty.  If you increase wages, you just increase the number of workers available, this inflating the supply.
